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MEMORANDUM REGARDING PROPOSAL FOR
SIMPLIFICATION OF EMPLOYER FEDERAL PAYROLL
TAX PROCEDURES

In keeping with its interest in achieving the most

simple and equitable manner of administering the tax laws,
the committee on federal taxation submits the following pro

posal for simplification of employer federal payroll tax pro
cedures .
CURRENT PROCEDURE
It is our understanding that the following procedure
is presently observed with respect to the filing of Form 941,
Employer's Quarterly Federal Tax Return.

Upon receipt by the local Internal Revenue Service
office, Form 941 is forwarded to the collection division.

After

verification of the computation and deposit of the funds accom

panying the quarterly report, the form is then split in two along
the perforations provided thereon.

The bottom half is sent to

the central office in Baltimore, Maryland, which maintains the
employee payroll records for social security purposes.

The

information is first keypunched and the punched card and the

magnetic tape is processed through the computer and peripheral
equipment.
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At the end of the calendar year, the employer submits
Form W-2, statement of annual earnings, for each of his

employees to the local Internal Revenue Service office.

The

copy of Form W-2 received by the Internal Revenue Service is

then forwarded to the Regional Data Processing Center where the
information, through the keypunch

operation, is processed by

computer for the purpose of matching employee income with infor
mation submitted by the employee on his U.S. Individual Income
Tax Return (Form 1040).

PROPOSED PROCEDURE

The information contained in the upper portion of the

present Form 941 would be set up on a preaddressed punched card
and filed quarterly by the employer.

would not be filed at all.

The lower half of Form 941

Thus, by receiving each quarter

information as to the total FICA tax due and the total of income

tax withheld less depository receipts attached, the Internal

Revenue Service would be able to continue its present method of

collection of payroll taxes.
At the end of the calendar year, each employer would
prepare the upper portion of Form 941 for the fourth quarter,
Form W-2 for each employee, and Form W-3, employer reconciliation

of withholding taxes.

The latter form presently contains the

total wages in the aggregate for the W-2 forms submitted therewith.
Form W-3 would require a slight modification to Indicate the

total in the aggregate of wages subject to FICA tax.

The current

practice of filing these forms would be continued, and the W-2
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forms in due course, would be forwarded to the Regional Data
Processing Center where the total compensation and the total

wages subject to FICA tax for each employee would be fed into
the computer through existing key punch operations.

The

Regional Service Center would then send to the Baltimore, Maryland
Social Security Center the required payroll information.
the need to have a second keypunch

Thus,

operation at the Baltimore

office would be eliminated in its entirety, resulting in sign
ificant savings in clerical work, particularly, keypunch opera

tions.

The employer workload would be lessened since there

would be no filing of detailed quarterly payroll information.

The remaining area to be covered is the computation
of social security benefits based upon annual wages and quarters

employed.

To obtain the maximum retirement benefit, an employee

is required to be employed for at least 40 quarters.

By

providing space on Form W-2 as to the number of quarters worked
by such employee for the particular employer, the problem of
determining the number of quarters would be overcome.

The social

security retirement benefits are actually determined on annual

wages in a selected period of years.

The aggregate of wages in

these years is then divided by the number of months in such years

to obtain the average wage.

If the employee has been covered in

40 separate quarters, he is then entitled to the full benefit
applicable to the respective average monthly wage.

SUMMARY OF PROPOSED PROCEDURE
1.

On Form 941, omit information to be filed each

quarter with respect to the employees’ earnings.
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2.

The Regional Service Center would compile

the information on magnetic tape for use by

the Baltimore, Maryland Social Security
Center, thus eliminating the need for a second

independent key punch operation.
3.

Modify present Form W-2 to show the number

of quarters employed by each employee, and
Form W-3 to obtain the total of all wages

subject to FICA tax.
4.

The revised Form 941 would be a preaddressed

punched card,

procedures.

which should speed up collection

